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Mr. Jacosy: I suggest that we begin at the beginning and 
define this thing capitalism. Douglas, what is capitalism? 


Mr. Dovetas: I think there are three essential economic fea- 
tures of capitalism. The first concerns ownership. Under capital- 
ism the tools, machinery, plant, and raw materials are owned by 
private individuals. The second concerns control. Under capital- 
ism people, because of ownership, exercise general control over the 
management of the enterprise. The third concerns the bearing 
of risks and profits. Under capitalism the ultimate owners, after 
- paying interest and rent, receive profits as a residual share or 
bear any losses which may accrue. 


Mr. Jacosy: Hoffman, do you think that is an acceptable 
definition of capitalism? 


Mr. Horrman: I think it is acceptable, but I think it sounds 
just a trifle academic and might give the impression that only a 
very few people are capitalists, where, as a matter of fact, our 
six million independent farmers of the United States are capital- 
ists. We have three million businessmen operating separate 
businesses who are capitalists. We have many millions of people 
who own stocks in various corporations or have interest in them. 
They are also capitalists. 


Mr. Douctas: That is true. In farming you have men receiv- 
_ ing a composite income as workers, as owners, as landlords, and 
as managers. 
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Mr. Jacosy: I think your definition of capitalism was ac- 
ceptable as far as it went, but you neglected to include a very 
important characteristic feature of capitalism, namely, that 
prices, wages, and incomes are determined by competition be- 
tween buyers and sellers in what we hope are free markets. In 
short, we have competitive determination of prices as against 
determination by government edict. I think when we have 
looked at the difficulties that OPA has had in making prices we 
can see that the price mechanism is a very important feature. 


Mr. Horrman: I think what you are saying, Jacoby, perhaps 
is this: that under the capitalist system the customer is king. 
He determines what is produced; and within that limitation we 
produce what we want to produce, we buy what we want to buy, 
and we buy it when we want to buy it. That is a very important 
characteristic. 


Mr. Jacosy: As one economist put it, every time you spend a 
dollar you are voting, and spending is the most effective system of 
voting for the production of what we are after. 


Mr. Dovetas: I would, of course, agree that competition is a 
highly desirable form of capitalism, but it is sometimes more 
honored in the breach than in the observance. While it is true 
that you do have seven million farmers in a completely competi- 
tive system and while it is true that you do have large numbers 
of small retail merchants and that the textile and other indus- 
tries are largely competitive, it is also true that we have the 
nickel industry with one firm controlling all nickel sold on this 
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continent. It is also true that, until recently, aluminum was in 
that situation and that shoe machinery and, I believe, glass- 
bottle machinery still are. There are other industries, such as 
bananas and sulphur, where two firms control. Now in those 
cases I think you cannot call them competitive, and yet they are 
capitalistic industries. Therefore, I would like to think of capital- 
ism as having two main forms: competitive capitalism, in which 
the individual firm does not affect price, and monopolistic 
capitalism, in which the output of the individual firm may affect 
price and where there are price agreements. 


Mr. Jacosy: That is true. I am all for as much competitive 
capitalism as we can get. One of the great problems of American 
capitalism is to maintain competition. But let us remember that 
it is easy to overdo the argument that our economy is beset with 
monopoly, because we do have a great deal of competition be- 
tween industries and products. Aluminum competes with a lot 
of metals; the railroads compete with the pipe lines and the 
trucks and the private passenger automobiles. That kind of com- 
petition does help to get prices nearer a competitive level. 


Mr. Horrman: Even when firms are big! 


Mr. Douctas: That is a mitigating force, but it by no means 
removes the fact of relative lack of competition. 


Mr. Horrman: I think that the distinction that Douglas 
makes is a valid one. I do know that the customer still has con- 
siderable choice. We do not have to buy aluminum if the price 
is too high; and time and time again industry has demonstrated 
its ingenuity in finding substitutes for materials when monopoly 
prices prevail. 
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Mr. Dovctas: But for a long time the monopoly control can 
exact high profits and high prices. 


Mr. Jacosy: We have said that capitalism is a kind of eco- 
nomic organization characterized by private ownership and en- 
terprise and competition. But does not capitalism take many 
forms? 


Mr. Horrman: Certainly. Capitalism is not a system that 
some single, clever man devised. It grew naturally in many na- 
tions at every age, in response to human needs and human emo- 
tions. It has, as you suggest, many variants. For example, we 
had capitalism of one sort in czarist Russia, and we have capital- 
ism of an entirely different type here in the United States. It is 
possible under capitalism to have the exploitation of the many 
by the few, but it is also possible for capitalism, in my opinion, 
to bring greater benefits to the many than under any other 
system. 


Mr. Jacosy: Capitalism is not a system of laissez faire, at 
least in the sense in which Adam Smith thought of it. Today a 
state or a government can properly engage in a good deal of in- 
vestment operations, and its duty is not merely to stand by and 
let investments be made entirely by private groups and individu- 
als. Would you agree, Douglas, that the state not only may in- 
vest properly in such natural monopolies as the post office and 
roads and schools but also may engage in such investments as 
slum clearance and river development, where the rewards and 
the returns are very far distant in time and the risks are very 


great and where the development ought to go ahead anyway in 
the social interest? 


Mr. Douctas: I agree with that. I was reading Adam Smith 
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yesterday, and I found, as I expected, that he was by no means 
as rigid as many of his followers have said that he was, because 
he said that a third duty of the state was to erect and maintain— 
and here I am quoting from him—“ certain public works and cer- 
tain public institutions which it can never be for the interest of 
any individual or small number of individuals to erect and main- 
tain, but which are in the general interest.” 


Mr. Horrman: Of course, the public interest is the paramount 
interest, and there are some areas in which only public enter- 
prise can serve. But I think that what business is concerned 
about is the entry of public enterprise into areas where private 
enterprise can serve the public better; and I think that, in the 
main, private enterprise can better serve the general public 
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than can public enterprise. Therefore, public enterprise is a 
second choice. 


Mr. Jacosy: Yes. In short, there is nothing sacred about pri- 
vate enterprise, and we have never had a simon-pure capitalism. 
No society of the world has ever had all its economic activities 
carried on by individuals for profits, nor have we ever had simon- 
pure socialisms. The problem, it seems to me, always is to find 
the right proportions between individualism and socialism and 
to use each in its proper place. 


Mr. Doveras: I think Hoffman feels—and I agree—that 
the major sector in a capitalistic society should be private 
ownership and that these other forms are supplementary but 
are not designed to cover the main tent. 


Mr. Jacosy: Let us examine the question: How well has 
capitalism worked? If we look at the production record of the 
United States in the last century, what conclusions would you 
draw from it, Douglas? 


Mr. Dovctas: Well, roughly, if you take the last sixty years 
—about which I know more than I know about the preceding 
forty—you find that total national income has increased at the 
rate of from 3 to 34 per cent a year. Since population in America 
has grown at about I per cent per year, that means that the per 
capita real income has increased 2 to 23 per cent per year, com- 
pounded. And, since there has been a decrease in hours, the in- 
crease in hourly real income has been around 3 per cent per year, 
or doubling approximately every twenty years. This is an extra- 
ordinarily good record. 


Mr. Jacosy: It is an amazing record, but it leaves the ques- 
tion unanswered as to how that production has been distributed. 
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Mr. Horrman: It seems to me there are two tests that you 
must apply to the problem of economic growth. First, how much 
is produced? The total production of the population in the 
United States is the highest in the world, because our 6 per cent 
of the world’s population produce 25 per cent of the world’s 
goods. This is a matter of record. Then we have the second valid 
test, which is: How well has high production been distributed 
among all the people? I think on the over-all, on the balance, the 
record is clear. The average man in the United States enjoys the 
highest standard of living that is enjoyed anywhere in the-world. 


Mr. Jacosy: Yes, the average man not only enjoys a higher 
standard of living but works less hard, has more leisure to enjoy 
his inflow of material goods, and has a whole lot more oppor- 
tunity for movement and more freedom to move than other sys- 
tems allow him, which to me seems even more important than the 
material test. 


Mr. Dovuctas: I brought over here this morning a study on 
consumer incomes in the United States which shows that, as of 
1935-36, the upper 5 per cent of the families received 27 per cent 
of the total national income, which was about as much as the 
lowest 60 per cent of the families. I think there is still—and I do 
not believe you gentlemen would deny it—great inequality in 
the distribution of income and, of course, still greater inequality 
in the possession of wea'th. It seems to me that this inequality 
is not an essential feature of the capitalist system. It is an evil 
which has attached itself to it. This inequality is subject to 
efforts for reform which can properly be conducted under our 
capitalist system. 


Mr. Jacosy: Douglas, I would like to put your points a bit 
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differently, if | may. It seems to me that inequality in the dis- 
tribution of wealth and income is perhaps an inevitable conse- 
quence of organizing production under private initiative and 
that it is one job of the state, through the use of the tax system, 
to try to rectify those inequalities by applying progressive in- 


come and estate taxation, 


Mr, Hovrman: I think much of our economic life is devoted 
to this question of securing an unequal distribution of income. 
In other words, we want equality of opportunity. I think that is 
the important point, Of course, | agree that we have to keep our 
focus very sharply on what happens to the average family in- 
come, The acid test of whether this economy of ours is working 
properly is the test of how well the average worker, the clerk, the 
small farmer, is getting along. We ought to realize what his in- 
come is, and we ought to strive constantly to see that it goes up 
steadily, | do not think it is a matter of distress if somebody 
makes a fairly large income. I think it is a matter of distress 
when the average family does not live well, We ought to focus 
on giving that family a better and better break. 


Mr, Jacony: The problem is not one of eliminating all in- 
equalities, That should not be done, It is one of mitigating the 
extremes and raising the bottom third as fast as we can, 


Mr, Horrman: Raising everybody, 


Mr, Jacony: How does the American record compare with 
that of Communist Russia? 


Mr, Horrman: Before we get to that, | think it is very im- 
portant in considering different types of systems to determine 
how well the system contributes to what we would consider the 
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major goals and the important goals of organized society, U think 
an important objective of organized society is the creation of 
conditions which encourage the growth and development, ma- 
terially, intellectually, and spiritually, of the individuals of that 
society. | think on that seore that the record of capitalism is 
good. The very freedoms that are so much a part of the capitalist 
system invite growth and development intellectually, I think 
there is a carry-over into the spiritual phase as well, 


Mr, Jacony: I dare say no one would deny that the move- 
ment between classes and social and economic groups has been 
as rapid and as free in America as it has been in any society in 
the world-which is proof of your statement, 


Mr, Dove as: That movement is based largely upon our dem- 
ocratic system of public education, which, in turn, is based upon 
the democratic ideals of the founders of the Republic and of the 
Declaration of Independence. 


Mr, Horrman: Under my definition, Douglas, | think that 
equality of opportunity for education, including higher educa- 
tion, falls high up the seale. | hope the day will come when the 
capacity to absorb education will be the test for getting an edu- 
cation rather than, perhaps, the capacity to pay for it, 


Mr, Jacony: It is not possible directly to compare the per- 
formance of American capitalism with Russian communism, 
First, we do not know the facts about Russia; and, even if we 
did know them, it would not be valid to compare the perform- 
ance of a system that has been in operation for one hundred and 
fifty years with one that has operated only twenty-five or thirty. 


| Mr. Horrman: There is a comparison that can be made. In 
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1917, following the Bolshevist Revolution, Finland broke away 
from Russia and began to grow pretty much on the American 
model, with a constitutional government and relatively free en- 
terprise. At the same time, Russia began to operate under a Com- 
munist form of government and economy. Though Finland was 
small and crowded and was without the vast resources and the 
variety of resources of Russia, her standard of living grew rapidly 
until she became, by 1939, near the top of the scale in the case 
of the standard of living. If we contrast the condition of the 
average man in Finland before World War II started with the 
condition of the average man in Russia, we will get a very sharp 
and valid difference. 


Mr. Jacosy: Do you think that is true, Douglas? 


Mr. Dovetas: Yes, I think that is a very good comparison. I 
think there are additional reasons why competitive capitalism 
has produced goods. Competitive capitalism stimulates improve- 
ments and results in a tendency for costs'to be reduced, and 
those reductions, if we have free competition, will be passed on 
to the consumer with an improvement in the standard of living. 
It allocates productive resources effectively. Again I want to em- 
phasize, if we have competitive capitalism, it will distribute eco- 
nomic power more widely and therefore help more men to be 
free. However, many of these advantages do not apply for 
monopolistic capitalism. 


Mr. Jacosy: If competitive capitalism has these advantages 
and has this excellent record, there is the question of why we 
have had the drift toward collectivism. Why have we had this 
drift toward statism between the two world wars? There is no 
question but that there has been a great growth in collective 
enterprise as against individual enterprise. 
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Mr. Dovetas: Do you mean in Germany and in England? 


Mr. Jacosy: In Germany, England, and Czechoslovakia—all 
of the states that are now tributary to Russia. 


Mr. Horrman: I think you are forgetting Italy. After World 
War I the great experiments in collectivism were in Germany, 
Italy, and Russia. 


Mr. Dove as: In Germany they have not had competition 
for a great many years. All the German companies are bound up 
in price cartels; and consequently there has not been a big drive 
to increase output and lower costs. The advantages of competi- 
tive capitalism which I have given have not applied to the same 
degree in Germany. Similarly, in England much the same situa- 
tion has obtained. I could go into that situation in detail, but 
Mr. Hoffman was in England last summer, and I think his com- 
ments would be more to the point. 


Mr. Jacosy: It seems to me that this drift toward collectiv- 
ism may be explained mainly on two grounds: One is that in 
western Europe between the two world wars there was constant 
fear of further war. Each state, therefore, attempted to insu- 
late itself and protect itself against aggression and adopted re- 
strictions on individual enterprise that were incompatible with 
capitalism. The other point that occurs to me is that none of the 
western European states, including England, has ever taken any 
responsibility for maintaining competition. England has no 
Sherman Anti-trust Act, for example. 


Mr. Dovuctas: Not only does England have no Sherman Act, 
but England has permitted monopoly to go to great extremes. 
In the English economy we find four railroads, five banks, one 
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chemical company, two tobacco firms, one distillery, three 
breweries, two cocoa and chocolate firms. In England we also 
find textile and steel industries bound up in agreements, as was 
the coal industry before it was nationalized by the Labour gov- 
ernment. So there was no real driving force of competition in 
England to expand production and employment. Profits were 
dammed up by these monopolies. 


Mr. Horrman: I think that the reason we had the drift away 
from capitalism after the first World War was that capitalism in 
too many countries was not competitive capitalism. It was capi- 
talism that favored the few only and blocked the many. Take 
England as an example. In England it is “ungentlemanly”’ for 
the proprietors to compete, and I might add, if I dare say so, 
that the unions in England also have carried work restric- 
tions to a point far beyond that in the United States. In England 
you had a combination of gentlemen who did not want to com- 
pete and workers who did not want to work, and that produced 
a very anemic economy. That kind of economy does not have 
the total production or the proper distribution of that produc- 
tion to the people. It is little wonder that a change was in order. 


Mr. Dovuctas: Well, that kind of noncompetitive economy 
is not one that we want to foster in the United States, is it? 


Mr. Horrman: It certainly is not. 


Mr. Jacosy: In short, the victory of the Labour party and 
the incoming of the so-called Socialist government of Britain 
probably do not betoken any change of the ideology of the 
British people but rather a recognition that the British economy 
was not turning out the bath tubs and the radios and the various 
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other things they wanted. They had a desire to try another 
government. 


Mr. Horrman: The story, as I understand it, is that one of 
the forces that made for change of the British government was 
the fact that many of the American GI’s in England were in- 
vited into the homes of the English people and began telling all 
about the glories of America and the fact that they owned 
automobiles and radios and so on. The English people of the 
middle or lower middle classes began to wonder if some system 
would not give to them what the American system has given 
to the average American. This was fundamentally the cause of 
the change of government. 


Mr. Jacosy: I suggest that we go ahead to discuss a further 
question: How can our American capitalism be improved? We 
think it has worked pretty well, but certainly not so well as it 
can. What do you say to that, Douglas? 


Mr. Dovctas: I certainly think it can be improved and that 
we should improve it. No system is perfect; all systems can be 
improved. And one of the most important ways is to get a con- 
dition of peace, so that we shall not have the threat of war hang- 
ing over us. That cannot be obtained by one nation alone, but it 
is highly important for the development of productive industry. 


Mr. HorrMan: I would certainly agree on that because free, 
competitive capitalism cannot survive in a world under the 
threat of war. Peace is one of the essentials. 

I think that another very important move for continuing 
progress—because in my opinion the American capitalist system 
has continued to improve throughout each decade—is that in 
the immediate future we must give much more attention to doing 
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something about this boom-and-bust cycle with which we have 
been confronted. 


Mr. Dovcras: What would you do about it, Hoffman? 


Mr. Horrman: Well, Douglas, that is the $64 question, and 
it would be presumptuous of me to try to make any other an- 
swer than to indicate what can be done after careful research. We 
need a great deal of research on the boom-and-bust cycle, but 
certainly there are a few measures that have already contributed 
to dealing with the problem and can contribute more. One is that 
we have underpinned the economy with unemployment compen- 
sation and insurance. 


Mr. Jacosy: That is very important. 


Mr. Horrman: I think we should extend unemployment in- 
surance to just as many workers as possible, always remembering 
that we do not want to make unemployment attractive. We must 


keep the benefits down to a point where no one would prefer not 
to work. 


Mr. Jacosy: With that I agree, Hoffman. In a world such as 
our own, where all people are not saints and philosophers, we 
have to depend on a system of incentives and on penalties to get 
results. As the London Economist put it very well recently, we 
need the carrot and the stick. The donkey goes ahead with the 
carrot in front of his nose, and he also goes ahead with a stick be- 
hind him. We have to be sure that the system offers incentives 


and rewards to productive efforts and also penalizes lack of pro- 
ductivity. 


Mr. Horrman: One of the reasons why private enterprise is 
generally much more dynamic than public enterprise is that 
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there is always a stick behind it, that stick being the fact that we 
will go broke if we do not do well by our public. 


Mr. Jacosy: Quite. But the state also has a responsibility. It 
seems to me that, when the government is collecting and spend- 
ing between twenty and thirty billion dollars in taxes a year, it 
can hardly avoid a responsibility, too, for so ordering its tax 
policies, its public works, and its spending policies as to stabilize 
the flow of income into consumers’ hands. 


Mr. Dove as: What would you do about public construction 
at the present time, Jacoby? 


Mr. Jacosy: I would choke it down to the very minimum 
compatible with keeping the highways in running order. 


Mr. Dovctas: And use the surplus to retire the government 


debt? 


Mr. Horrman: Yes! I was just going to say, there is nothing 
more important in fiscal policy right now than to produce a very 
substantial surplus of revenues over expenditures on the part 
of the government. 


Mr. Jacosy: Does not the government also have to face its 
responsibility for maintaining and extending competition? 


Mr. Dovatas: I feel very strongly that we should enforce the 
Sherman Act against trade associations, that we should liberal- 
ize our patent policy so that knowledge may be thrown open to 
competition and not to be used to bolster up monopoly prices, 
and that we should try in some way to get credit furnished to 
small firms which are a good risk but which are not in the monop- 
oly swing. 
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Mr. Horrman: Major Douglas, you have been away for 
many years fighting for your country very gallantly, and per- 
haps you are not aware that there have been one or two very 
comprehensive studies of the patent system made and that those 
are available. I think that if you would take time to read them 
you would find that, perhaps, the answer does not lie there to the 
extent that you think it does. 


Mr. Dovactas: Perhaps not, but... . 


Mr. Jacosy: What can this system of capitalism do, Hoff- 
man, if we solve these basic problems? 


Mr. Horrman: I think on the basis of the record that the 
capitalist system in the next twenty years can double the income 
of the average family. I think it can abolish poverty. That has 
been an age-old dream, and I think it is almost here. And, above 
all things, I think we can come very close to reaching this Ameri- 
can goal of not only equality but also certainty of opportunities 
for every individual man, woman, and child to grow intellectual- 
ly and spiritually, as well as materially. 


Mr. Jacosy: We have agreed that capitalism means essential- 
ly private ownership and enterprise in the use of the tools of 
production, competition among buyers and sellers in determining 
prices, and private risk-taking with profit or loss to the enter- 
prisers. Phenomenal advances have been made during the past 
century in raising the standard of living of the average American 
under this capitalist regime. On the record, capitalism has out- 
stripped socialism in efficiency of production and, more impor- 
tant, in the opportunities it offers for the development of human 
personality. But the workings of American capitalism can be 
greatly improved, assuming that we may look forward to peace 


[16] 


in the world. Capitalism, we think, must solve the problems of 
boom and bust, of extending competition and freedom of mar- 
kets, and of obtaining an even wider distribution of its products 
among people. 
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What Do You Think? 


U 2) 
2) yy 
. How would you define capitalism? What are the goals of capitalism? 
What are the means of achieving them? How did Adam Smith 
analyze the necessity for a system of “natural liberty”? Why is com- 
petition desirable? What is the relation between economic liberty and 
political liberty? 


. Why is the problem of maintaining competition a persistent one in 
the American economy? Why is there a Sherman Act? Why do labor 
unions try to restrict competition and productivity? Is the competi- 
tion between industries and products an adequate substitute for 
competition within an industry? How much monopoly is there in the 
American economy? 


. How well has capitalism worked in the United States? What is the 
record on the production of goods? How does it compare with the 
rest of the world? 


. Why has there been a drift away from capitalism and toward eco- 
nomic collectivism since the first World War? Has Britain forsaken 
capitalism for socialism? 


. How can the American capitalist system be improved? Why is eco- 
nomic research of importance to this question? Do you agree with 
Mr. Hoffman that unemployment insurance should be more general- 
ly adopted? 


. Why is it important that public expenditures be reduced as much as 
possible at the present time? Should the public debt be paid off as 
rapidly as possible? 


. What are the prospects for American capitalism? Why is peace an 
essential condition for successful capitalism? How did the second 
World War affect American capitalism? 
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